




































































Table 1.1

U.S. Economic Forecast Summary

Forecast 2022 to 2027

2020

2021

2022

2023

2024

2025

Real National Income Accounts (Billions of Chained 2012 Dollars)
18,631.3 18,938.1 19,678.1 19,757.7 20,031.5 20,467.4

Real Gross Domestic Product
% Ch
Real Consumption
% Ch
Real Nonresidential Fixed Investment
% Ch
Real Residential Fixed Investment
% Ch
Real Personal Income
% Ch
Real Per Capita Income ($/Person)
% Ch

PCE Price Index (2012=100)
% Ch

U.S. Consumer Price Index (1982-84=1.0)
% Ch

Employment Cost Index (Dec. 2005=1.0)
% Ch

-0.9 1.6
12,803.0 13,174.2
-1.4 2.9
2,748.1 2,764.1
-0.7 0.6
612.2 701.2
1.4 14.5
17,254.9 18,139.7
4.0 51
52,081 54,637
3.6 4.9
Price and Wage
110.6 112.8
1.3 2.0
2.573 2.632
1.6 2.3
1.395 1.437
3.0 3.0

3.9
13,840.8
5.1
2,935.2
6.2
689.8
-1.6
17,771.6
-2.0
53,435
-2.2
Indexes
119.2
5.6
2.820
7.2
1.509
5.0

0.4
14,012.4
1.2
2,999.7
2.2
582.9
-15.5
17,767.8
0.0
53,238
-0.4

125.0
4.9
2.998
6.3
1.592
5.5

1.4
14,235.5
1.6
2,993.6
-0.2
589.6
1.2
18,036.5
1.5
53,798
1.1

127.7
2.1
3.070
2.4
1.663
4.5

Current Dollar National Income (Billions of Dollars)
21,039.6 21,848.8 24,118.7 25,617.4 26,631.9

Gross Domestic Product
% Ch

Personal Income
% Ch

U.S. Civilian Labor Force
Total U.S. Employment
Unemployment Rate (%)

Nonfarm Payroll Employment
% Ch
Manufacturing
% Ch
Durable Manufacturing
% Ch
Nondurable Manufacturing
% Ch
Construction
% Ch
Service-Providing
% Ch

Oil-WTI ($ per barrel)
Personal Saving/Disposable Income (%)
Auto Sales (Millions)
% Ch
Housing Starts (Millions)
% Ch
Federal Budget Surplus (Billions)
Net Exports (Billions)

3-Month Treasury Bill Rate (%)
10-Year Treasury Note Yield (%6)
Bond Index of 20 G.O. Munis. (%)
30-Year Fixed Mortgage Rate (%)
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0.5 3.8 10.4
19,076.0 20,464.2 21,175.3
5.4 7.3 3.5
Employment (Millions)
162.6 160.6 162.9
152.9 149.5 156.1
6.00 6.92 4.18
147.08 142.96 149.36
-1.9 -2.8 4.5
12.52 12.18 12.58
-2.1 -2.7 3.3
7.82 7.57 7.82
-2.6 -3.2 3.3
4.70 4.61 4.76
-1.4 -1.9 3.2
7.39 7.32 7.54
-0.3 -0.9 3.0
126.50 122.90 128.65
-1.9 -2.8 4.7
Miscellaneous Indicators
46.7 51.8 87.8
12.6 15.3 7.0
3.8 3.7 2.9
-24.3 -3.2 -23.0
1.315 1.549 1.656
8.0 17.8 6.9
-2,231.2 -3,264.5 -1,419.8
-556.7 -819.6 -1,044.8
1.20 0.07 0.37
1.41 1.11 1.93
3.20 2.21 2.48
3.53 2.89 3.72

6.2
22,217.3
4.9

165.1
158.9
3.75

153.12
2.5
12.72
1.1
7.88
0.7
4.84
1.8
7.59
0.7
132.17
2.7

87.8
6.0

3.0

5.9
1.399
-15.5
-1,027.6
-996.1

3.39
3.21
3.55
5.59

4.0
23,037.5
3.7

165.9
158.7
4.33

152.98
-0.1
12.20
-4.1
7.49
-4.8
4.71
-2.8
7.34
-3.4
132.78
0.5

78.4

8.1

3.2

4.4
1.342
-4.1
-1,474.8
-904.8

3.42
3.21
3.66
5.33

2.2
14,577.3
2.4
3,003.6
0.3
617.5
4.7
18,530.9
2.7
55,003
2.2

130.1
1.8
3.130
2.0
1.728
3.9

27,752.1
4.2
24,105.8
4.6

166.5
158.9
4.60

153.34
0.2
11.91
-2.4
7.30
-2.6
4.61
-2.1
7.31
-0.4
133.44
0.5

72.8
8.9

3.2

2.0
1.448
7.9
-1,684.4
-867.8

2.77
3.18
3.70
5.03

Fiscal Years
2026 2027
20,872.4 21,277.2
2.0 1.9
14,884.2 15,196.8
2.1 2.1
3,045.5 3,102.3
1.4 1.9
636.2 646.4
3.0 1.6
19,021.7 19,552.0
2.6 2.8
56,182 57,464
2.1 2.3
132.5 135.1
1.9 1.9
3.192  3.257
2.0 2.0
1.792  1.857
3.7 3.6
28,903.6 30,099.8
4.1 4.1
25,212.4 26,410.9
4.6 4.8
167.2  167.9
159.6  160.6
4.50 4.30
153.73 154.25
0.3 0.3
11.82  11.77
-0.7 -0.5
7.25 7.24
-0.6 -0.1
4.57 4.53
-0.8 -1.0
7.39 7.49
1.2 1.4
133.84 134.32
0.3 0.4
68.7 65.6
8.8 9.1
3.2 3.1
-0.8 -1.8
1.461  1.442
0.9 -1.3
-1,689.0 -1,706.4
-826.3 -754.5
2.37 2.36
3.07 3.07
3.57 3.58
4.83 4.79
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Table 1.2
Forecast Analysis

Comparison of Forecasts for 2021-23

U.S.

2018
February
June
September
November

2019
March
June
September
November

2020
February
June
September
November

2021
March
June
September
November

2022
February
June
September
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Real GDP

2.1
2.1
2.1
2.0

1.9
1.9
1.9
1.9

1.9
3.7
3.4
2.6

3.5
3.5
3.5
3.2

3.2
2.2
1.1

Average Annual Rate of Growth (Percent)
2021:2-2023:2
PCE Price Index

2.0
2.1
1.9
2.0

2.0
1.9
1.9
2.0

2.0
1.5
1.6
1.8

1.6
2.0
2.1
2.5

3.4
4.9
4.9

Average Rate (Percent)
2021:3 to 2023:2
3 Month T-Bill Rate

3.15
3.17
3.14
3.16

2.66
2.20
2.16
2.16

1.96
0.07
0.10
0.10

0.07
0.04
0.08
0.09

0.58
1.31
1.88

Mortgage Rate

5.28
5.30
5.13
5.20

4.92
4.72
4.65
4.53

4.43
3.02
3.12
3.10

3.56
3.46
3.39
3.43

3.62
4.48
4.66
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Table 1.3
Forecast Analysis

Comparison of Forecasts for 2023-25

U.S.

2020
February
June
September
November

2021
March
June
September
November

2022
February
June
September

Chapter 1

Average Annual Rate of Growth (Percent)

Real GDP

2.0
2.3
2.4
2.0

2.2
1.9
2.2
2.1

2.1
2.1
2.1

2023:2-2025:2
PCE Price Index

2.1
1.7
1.8
1.9

1.9
1.9
1.9
2.1

2.1
1.7
1.9

Average Rate (Percent)
2023:3 to 2025:2

3 Month T-Bill Rate

2.30
0.13
0.10
0.08

0.23
0.22
0.47
0.88

1.64
2.61
3.09

Mortgage Rate

4.62
3.24
3.27
3.29

3.92
3.86
4.02
4.26

4.55
5.00
5.18
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Table 1.4 Fiscal Years

Forecast Comparison
Forecast 2022 to 2025

2021 2022 2023 2024 2025 2026 2027
U.S.
Real GDP
September 18,938.1 19,678.1 19,757.7 20,031.5 20,467.4 20,872.4 21,277.2
% Ch 1.6 3.9 0.4 1.4 2.2 2.0 1.9
June 18,938.1 19,721.7 20,105.1 20,487.7 20,921.9 21,331.3 21,750.4
% Ch 1.6 4.1 1.9 1.9 2.1 2.0 2.0
PCE Price Index
September 112.8 119.2 125.0 127.7 130.1 132.5 135.1
% Ch 2.0 5.6 4.9 2.1 1.8 1.9 1.9
June 112.8 119.2 125.0 127.6 129.6 132.0 134.5
% Ch 2.0 5.7 4.9 2.1 1.6 1.8 1.9
Unemployment Rate
September 6.92 4.18 3.75 4.33 4.60 4.50 4.30
June 6.92 4.17 3.73 4.27 4.52 4.57 4.41
Mortgage Rate
September 2.89 3.72 5.59 5.33 5.03 4.83 4.79
June 2.89 3.70 5.25 5.08 4.92 4.83 4.77
3 Month T-Bill Rate
September 0.07 0.37 3.39 3.42 2.77 2.37 2.36
June 0.07 0.35 2.27 2.80 2.42 2.37 2.36
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Chapter 3: Washington State Revenue Forecast Summary

Though tracked collections since June have come in above their forecasted
amounts, forecasted reductions in housing activity and personal income have
lowered expected revenue for the remainder of the forecast period.

The total forecast for funds subject to the budget outlook process was decreased
by $43 million in the 2021-23 biennium, $495 million in the 2023-25 biennium
and $66 million in the 2025-27 biennium.

Some of the forecast reductions stemmed from an administrative decision that
increased tax exemptions for businesses engaged in research and development
and allowed for refunds of past taxes. These changes reduced expected revenue
by $29 million in the 2021-23 biennium, $117 million in the 2023-25 biennium
and $53 million in the 2025-27 biennium.

Overview

Though
collections have
come in above
the forecast,
projections have
decreased,
mainly due to
lower forecasted
construction
activity and real
estate sales

Total forecast
change by
biennium
(millions):

21-23: $43
23-25: -$495
25-27: -$66

Economic and Revenue Forecast Council

Since the June forecast, taxable activity has been stronger than
expected, with tracked collections coming in above the forecast.
While sales and business taxes exceeded expectations, however,
real estate excise tax collections came in well below the forecast.
The reduction in real estate activity is expected to continue for
the next several years, mainly due to higher mortgage rates.
The higher rates are also forecasted to reduce construction
activity, which will also lower collections. In addition, forecasted
state personal income is slightly lower than the previous
forecast. As a result of these changes, forecasted revenue has
been reduced for the rest of the biennium through the end of the
forecast period. An administrative decision has also contributed
to the reduction by increasing certain sales tax exemptions.

Table 3.1 summarizes the changes to forecasted revenue in
funds subject to the budget outlook process for the 2021-23
through the 2025-27 biennia. In the 2021-23 biennium, the
surplus in collections since June, lessened by future decreases,
adds $72.2 million to expected total revenue for the biennium
while non-economic revenue changes subtract $28.8 million,
resulting in a total forecast increase of $43.4 million. In the
2023-25 biennium, the forecasted decrease in taxable activity
subtracted $378.4 million from expected revenue while non-
economic changes reduced the forecast by $117.0 million,
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resulting in a total forecast decrease of $495.4 million. In the
2025-27 biennium, the forecasted decrease in taxable activity
subtracted $12.7 million from expected revenue while non-
economic changes reduced the forecast by $53.3 million,
resulting in a total forecast decrease of $66.0 million. The
September 2022 forecast for these funds total $63,190.8 million
in the 2021-23 biennium, $65,503.7 million in the 2023-25
biennium and $70,135.8 million in the 2025-27 biennium.

Table 3.1: Revisions to the forecast of funds subject to the

September

forecast by budget outlook*

biennium

($billions): 2021-23 2023-25 2025-27
Biennium Biennium Biennium

2021-23: Non-Economic Change ($28.8) ($117.0) ($53.3)

$63.191 Forecast Change $72.2 ($378.4) ($12.7)

2023-25:

$65.504 Total Change $43.4 ($495.4) ($66.0)

2025-27: (*cash basis, millions of dollars)

$70.136

The budget The budget outlook process ensures that the budget adopted for

outlook process the current biennium will also be sustainable in the next

ensures the biennium given forecasted revenue. The funds that are currently

current biennial included when establishing the outlook are the General Fund-

budget will be State, the Education Legacy Trust Account, the Washington

sustainable in Opportunity Pathways Account and the Workforce Education

the next Investment Account. Once funded, the planned Fair Start for

biennium Kids Account will also be subject to the outlook. The recent

history and forecast of these funds can be found in Table 3.17.
Th Figure 3.1 shows the ratio of revenue collected for funds subject
ough the . .

ratio of total to the budget outlook relative to state personal income. Through

collections to FY 2005, the revenue represented in the chart is what is

income has currently defined as General Fund-State (GF-S) revenue. From

increased from FY 2006 onward the revenue includes the Education Legacy Trust

the FY 2015 Account (ELTA), which in its early years was wholly funded by

trough, it is the estate tax and a portion of the cigarette tax. From FY 2011

expected to onward, the total includes the Washington Opportunity Pathways

peak in FY account (OPA), which is funded by Lottery receipts. From FY

2022 2020 onward the total includes the Workforce Education

Investment Account (WEIA), funded by a surtax on large service
providers and companies that involve advanced computing. As
can be seen in the chart, the ratio of revenue to income followed
a downward trend from FY 1995 to FY 2015, broken only by the
housing boom that raised the ratio from 2005 to mid-2008, and
by temporary taxes and transfers of funds from non-GF-S
sources into the GF-S that again boosted the ratio in FY 2011.
While the ratio grew slightly in FY 2016 and FY 2017, it increased
rapidly in FY2018 and FY 2019 when the state property tax levy
increased to partially displace local levies and increased further
in FY 2020 with the establishment of the graduated real estate
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excise tax. The pandemic-related booms in real estate and
spending on goods, coupled with the new WEIA surtax, increased
the ratio further in FY 2021 and FY 2022. From FY 2023 onward,
however, total revenues are expected to grow at a rate lower
than the rate of income growth, causing the ratio to continue its
pre-FY 2015 downward trend through FY 2027.

Figure 3.1: Funds subject to the budget outlook as a
Percentage of State Personal Income (Fiscal Years)

7.5%

Total 7.0%

revenue

relative to 6.5%

state

personal 6.0%

income has

been on a 5.5%

general

decllnlqg 5.0%

trend since

1995 4.5%
A0% i T T

Source: ERFC, data through fiscal year 2021. Gray shaded area indicates
recession; blue shaded area indicates forecast.

Track Record for the 2021-23 Biennium

The current Table 3.10 summarizes the historical changes to the forecast of
forecast is funds subject to the budget outlook for the 2021-23 biennium.
$6.18 billion The February 2018 forecast was the initial forecast for the
higher than the biennium. The September 2022 forecast is $10.40 billion
forecasted (19.7%) higher than the initial forecast. Non-economic changes

revenue at the have increased the forecast by $2.02 billion (3.8%). Excluding
time of the

initial 2021-23 non—econo_mic changes, tl_ﬁe_ (_:urrent forecast is $8.38 billion

budget (15.9%) higher than the initial forecast. The March 2021
forecast, coupled with a $399 million revenue increase from
legislative and budget-driven revenue changes passed in the
2021 legislative session after the March forecast, was the basis
for the initial budget for the 2021-23 biennium. The September
forecast of biennial revenue is $6.18 billion (10.8%) higher than
that sum.

Track Record for the 2023-25 Biennium

The current Table 3.11 summarizes the historical changes to the forecast of
forecast is $5.66  funds subject to the budget outlook for the 2023-25 biennium.
billion higher The February 2020 forecast was the initial forecast for the
:Qfgcgte i'r:"t'al biennium. The September forecast of GF-S revenue is $5.66
February 2020 billion (9.5%) higher than the initial forecast. Non-economic
changes have increased the forecast by $0.59 billion (1.0%).
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Non-Economic

Non-economic
forecast change
by biennium

(millions):
21-23: -$29
23-25: -$117
25-27: -$53

Excluding non-economic changes, the current forecast is $5.07
billion (8.5%) higher than the initial forecast.

Revenue Changes to the Forecast

In July 2022, the Board of Tax Appeals ruled that the existing
manufacturing machinery and equipment sales and use tax
exemption could also apply to machinery and equipment
purchased for research and development purposes by
manufacturers. The decision will decrease future sales and use
tax collections and will also allow refunds of past taxes paid by
those who apply for them. In the current biennium, collections
going forward are expected to be reduced by $16.2 million and
$12.6 million in refunds are expected, for a total forecast
reduction of $28.8 million. In the 2023-25 biennium, refunds are
expected to total $67.7 million while collections are reduced by
$49.3 million, for a total forecast reduction of $117.0 million. No
increase in refunds from the ruling is expected in the 2025-27
biennium, but collections are expected to decrease by $53.3
million.

Recent Collection Experience

Collections
were $113
million
(1.7%)
higher than
forecasted in
June

Non-Revenue
Act tax
collections were
lower than
forecasted

Chapter 3

GF-S revenue collections from the Department of Revenue (DOR)
and the Washington court system are tracked monthly. In the
period since the June forecast, total revenue from the above
sources came in $113.4 million (1.7%) higher than expected
(see Table 3.2). Revenue Act collections reported by the DOR
were $162.7 million (2.9%) higher than forecasted and revenue
from other DOR tax sources was $49.9 million (4.6%) less than
forecasted.

Table 3.2: Pre-Forecast Collection Variance of Major
General Fund-State Taxes by Agency (relative to the June
forecast, cash basis, millions of dollars)

Collection Percent of

Agency/Source Variance Estimate
Department of Revenue
Revenue Act $162.7 2.9%
Non-Revenue Act ($49.9) -4.6%
Subtotal $112.8 1.7%
Washington court system $0.6 6.5%
Total* $113.4 1.7%

* Detail may not add to total due to rounding.
Source: ERFC; Period: June 11 - September 10, 2022

Real estate excise tax (REET) came in $18.7 million (4.1%) lower
than forecasted. Property tax collections came in $27.4 million
(6.3%) lower than forecasted. Cigarette tax collections came in
$3.6 million (4.4%) lower than forecasted, while liquor sales and
liter tax receipts came in $29,000 (0.0%) higher than forecasted.
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The spring
and summer
inflation-
powered
boost in
Revenue Act
collections
has leveled
off

Adjusted
Revenue Act
collections were
up 8.5% year
over year for
second quarter
2022 activity and
up 12.4% year
over year for
first quarter
activity

Real estate
activity was
lower than
expected in
June

Chapter 3

Net refunds of unclaimed property from the GF-S were $3.9
million higher than forecasted. Revenue from all other DOR
revenue sources came in $3.6 million (8.6%) higher than
forecasted. Revenue from the Washington court system was
$0.6 million (6.5%) higher than forecasted.

Figure 3.2: Revenue Act Collections*

$Billions, SA
2.0

1.8
1.6
1.4
1.2
1.0
0.8

0.6 T T T T T T T T T
2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

—— Revenue Act Revenue -——3-Month Moving Average

Source: ERFC; Data through September 10, 2022
*Adjusted for large payments/refunds, payment pattern change and
deferred payments

Figure 3.2 shows seasonally adjusted Revenue Act receipts
excluding payments received under the tax amnesty program in
early 2011 and other large payments. It is also adjusted for past
changes in payment patterns and deferred payments in the first
half of 2020. As shown in the figure, collections dropped
precipitously during the early months of the pandemic, with a
peak decline of 14.8% year over year in the May 11-June 10
collection period (April activity). Collections then recovered, and
exceptional growth began in the spring of 2021. Adjusted year-
over-year collections representing first quarter 2021 activity
grew 14.6% year over year and collections representing second
quarter 2021 activity grew 26.0% year over year. Adjusted
collections representing third quarter 2021 activity were up
13.9% year over year and collections representing fourth quarter
2021 activity were up 13.1%. Adjusted collections for first
quarter 2022 activity were up 12.4% year over year and
adjusted collections for second quarter 2022 activity (May 11 -
August 10 collections) were up 8.5% year over year. Adjusted
collections for July 2022 activity (August 11 — September 10
collections) were up 10.0% year over year and collections for
June 2022 activity were up 12.2% year over year.

Though the June forecast expected taxable real estate activity to
decrease from May’s high level, the decrease that occurred
exceeded expectations. Sales of property valued below $10
million reached a record high in March 2022 and remained near
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that level in May (see Figure 3.3) but have since fallen sharply.
Most of the decrease in activity has been due to a drop in the
number of transactions rather than a decrease in the price per
transaction. While large commercial sales (sales greater than
$10 million) are down from their high levels of last year, they
remain moderately strong, averaging $1.1 billion per month over
the last three months.

Figure 3.3: Taxable Real Estate Excise Activity, SA

$Billions

16
Residential 14
sales activity
has declined =
sharply since 10
May 2022

8

6

a4

2

o

2002 2005 2008 2011 2014 2017 2020

—Taxable Activity —\Without Sales >$10M
Source: ERFC; data through August 2022
General Fund-State Revenue Forecast by Source

The General Fund-State (GF-S) is the largest of the funds subject

The GF-S is . -
the largest of to the budget outlook, consisting of most of the commonly paid
the funds state taxes. The history and forecast of nominal and real GF-S
subject to revenue by biennium can be found in Table 3.3. GF-S forecast
the budget changes by agency and major revenue classification for the
outlook 2021-23 biennium can be found in Table 3.5 (cash) and Table

3.6 (GAAP). Forecast changes for the 2023-25 biennium can be
found in Table 3.7 (cash) and Table 3.8 (GAAP). The GF-S
forecast by fiscal year and major source category through FY
2025 can be found in Table 3.9.

Department of Revenue

The Department of Revenue (DOR) collects and administers most

Igﬁ:fted by of Washington’s GF-S revenue, accounting for 95.3% of total GF-

DOR are S revenue in FY 2021. The largest tax sources administered by

most of GF-S the DOR are the retail sales tax, business and occupation tax,

taxes property tax, use tax, cigarette tax and real estate excise tax.
The revenue forecasts discussed below can be found in Tables
3.5-3.8.
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Retail sales The reta}il sales tax is the largest source of GF-S revenue,

taxes are the accounting for 46.6% of GF-S revenue in FY 2022. The state’s

largest source of share of the tax is 6.5% of the sales price. While construction

GE-S revenue labor, repair services, and some other services are taxed, the tax
does not apply to most services. As can be seen in Figure 3.4,
taxable sales as a share of personal income has long been on a
declining trend. The share fell even more sharply than the
previous trend from the 2008 recession through FY 2012. In
that year, 34.0% of personal income was spent on taxable items
and services, the lowest percentage on record. Increased
spending on construction and autos, along with legislative
changes to services and companies deemed taxable, caused the
share to grow through FY 2017, reaching 36.1% of personal
income. Legislation passed in 2017, 2018 and March 2019 that
extended the tax to bottled water and online sales caused a
continued increase in the ratio. The COVID-19-related collapse
in late FY 2020, coupled with federal emergency income support,
caused the ratio of sales to income to dip in FY 2020. In the last
months of FY 2020 and continuing into FY 2021, however, the
trend of increasing purchases of nontaxable services reversed
due to pandemic-related shutdowns of services and stimulus
payments to households. With the limited availability of
services, consumers opted to buy goods. Car sales and
construction activity also increased. These trends have
continued into FY 2022, which, coupled with a slowdown in FY
2022 income growth after the stimulus-boosted income levels of
FY 2021, is expected to bring the ratio of sales to income to a
peak of 38.9% in that year. The ratio is then forecasted to
continue its historical downward trend through FY 2027.
Forecasted and historical taxable retail sales by fiscal year can be
found in Table 3.4.

Figure 3.4: Taxable Sales* as Percentage of State
Personal Income

60%
The ratio of
taxable sales
55%
to state
personal
income has S50%
been on a
decllnlng 450/
trend
historically
40%
35%
30%

1969 1976 1983 1990 1997 2004 2011 2018 2025
*Past tax base adjusted to represent current base. Gray shaded area

Indicates recession, blue shaded area indicates forecast.
Source: ERFC; Data through FY 2021, forecast through FY 2027
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Retail sales tax

receipt growth
forecast:

FY23: 4.0%
FY24: 2.1%
FY25: 3.7%
FY26: 3.5%
FY27: 3.6%

Business and
Occupation
taxes are the
second
largest
source of
GF-S
revenue

B&O tax
growth
forecast:

FY23: 2.5%
FY24: 2.1%
FY25: 4.7%
FY26: 4.9%
FY27: 4.4%

State property
taxes are the
third largest
source of
GF-S revenue

Chapter 3

Growth in FY 2019 taxable activity was relatively strong at 7.6%.
Taxable activity growth slowed to 1.0% in FY 2020 due to
pandemic-related shutdowns in the latter part of the year, but
then rebounded by 11.1% in FY 2021 and an estimated 11.1% in
FY 2022 as well. Growth is forecasted at 3.2% in FY 2023 but
slows to 2.6% in FY 2024. Growth is forecasted to increase to
3.4% in FY 2025, 3.5% in FY 2026 and 3.6% in FY 2027 (see
Table 3.4). Due to the lag between taxable activity and
collections and the presence of tax deferrals, credits, refunds,
and payments of past due taxes, the growth in actual collections
differs from the growth in taxable activity. Growth in collections
for FY 2020 was 1.7% and growth in FY 2021 was 10.3%.
Collections increased by 12.4% in FY 2022, boosted by several
large payments of past-due taxes and one large early payment
of deferred taxes. Collections are forecasted to increase by
4.0% in FY 2023, 2.1% in FY 2024, 3.7% in FY 2025, 3.5% in FY
2026 and 3.6% in FY 2027.

The business and occupation (B&O) tax is the second largest
source of GF-S revenue, accounting for 18.9% of GF-S revenue
in FY 2022. It is a tax on the gross receipts of all businesses
operating in Washington. The state portion of the tax applies ten
different rates according to various classifications of business
activities. In FY 2021, the largest contributor to total state B&O
tax was the services sector, which had a gross tax rate of 1.5%
and represented an estimated 45% of B&O taxes due. The next
largest sector was retailing, which is taxed at 0.471% and
represented an estimated 24% of taxes due, followed by the
wholesaling sector, which is taxed at 0.484% and represented an
estimated 19% of taxes due.

In FY 2019, B&O tax receipts grew by 6.9%. Despite a second
quarter collapse in activity, FY 2020 growth remained positive at
3.6% followed by growth of 7.9% in FY 2021. Collections grew
14.5% in FY 2022 due to both strong activity and the receipt of
several large one-time payments of past-due taxes. Growth is
forecasted at 2.5% in FY 2023, 2.1% in FY 2024 and 4.7% in FY
2025, Growth is forecasted at 4.9% in FY 2026 and 4.4% in FY
2027.

The state property tax levy is the third largest source of GF-S
revenue, accounting for 14.7% of total revenue in FY 2022.
Although the tax goes into the GF-S, it is dedicated to the
funding of basic education. As discussed in the September 2017
forecast publication, the total amount of the state levy was
increased by new legislation in June 2017, with the increases
beginning in FY 2018.

Constrained by prior law to a levy growth rate of one percent on
existing property (or the rate of inflation if less than one
percent), property tax collections grew by 1.9% in FY 2017. The
first payments of the additional state levy began to arrive in the
latter half of FY 2018, bringing total GF-S property tax growth of
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Property tax

31.4% for the fiscal year. Collections fell by 12.4% in FY 2019
due to a temporary reduction in the levy rate for calendar year
2019 and a $936 million transfer of collections from the levy to

growth the Education Legacy Trust Account (ELTA). Collections
forecast: rebounded by 44.2% in FY 2020 due to a smaller $83.8 million
FY23: 2.1% transfer to ELTA and the end of the temporary levy reduction in
FY24; 2:6% the second half of the year. FY 2021 collections grew by 27.3%
FY25: 2.6% due to a full year of collections at the unreduced levy rate along
FY26: 2.5% with the collection of some taxes that would have been collected
FY27: 2.5% in FY 2020 but were instead deferred due to the pandemic.
Absent the extra payments from deferrals, growth slowed to
0.4% in FY 2022. Growth is expected to increase to 2.1% in FY
2023, 2.6% in FY 2024 and FY 2025, and 2.5% in FY 2026 and
FY 2027. Growth in property tax levies excluding new
construction is once again restricted to the lesser of one percent
per year or the rate of inflation beginning with the calendar year
2022 levy.
The real estate excise tax (REET) was the fourth largest DOR
REET rates source of GF-S revenue in FY 2022, accounting for 6.6% of total
and revenue. The tax is applied to both residential and commercial

distributions
changed on
January 1,
2020

GF-S REET
growth
forecast:

real estate, including purchases of vacant land. Prior to January
1, 2020, the state portion of REET was 1.28% of the sales price
and was divided between the GF-S (92.3%), a fund for local
public works (2.0%), a fund for assistance of cities and counties
(1.6%) and ELTA (4.1%). As of January 1, 2020 rates are 1.1%
for the portion of the selling price less than or equal to $500
thousand, 1.28% for the portion greater than $500 thousand and
less than or equal to $1.5 million, 2.75% for the portion greater
than $1.5 million and less than or equal to $3.0 million and 3.0%
for the portion greater than $3.0 million. The distributions of the
tax are also changed: 79.4% is deposited in the GF-S, 1.7% in
the Public Works Assistance Account, 1.4% in the City-County
Assistance Account and the remainder (17.5%) in ELTA.
Beginning July 1, 2023, distributions to the Public Works
Assistance Account increase to 5.2% and distributions to the
Education Legacy Trust Account decrease to 14%. The new
rates and distributions were designed to result in increased
collections for both the GF-S and ELTA.

From FY 2013 through 2019, the recovery in the residential real
estate market after the Great Recession has been accompanied
by a boom in commercial real estate. Sales of large commercial

properties began to weaken in FY 2019 while residential sales

FY23: -35.4% increased, resulting in a 0.5% increase in collections in FY 2019.

Fy24: ‘6-534’ In the first half of FY 2020, residential sales remained strong,
g;g: g'goﬁ’ and commercial sales surged in December 2019 ahead of the
FY27: 7-60/2 January 1, 2020 change in tax rates. The COVID-induced real

estate market downturn that began with April 2020 collections,
however, brought a total decline of 0.7% in FY 2020. Sales then
began to boom in July 2020, with strength in both the residential
and commercial markets, bringing collections growth of 34.4% in
FY 2021 and 35.9% in FY 2022. Due to the forecasted increase
in mortgage rates and unaffordable high prices in many areas,
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Use tax was
the fifth
largest DOR
GF-S source
in FY 2021

Use tax growth

forecast:

FY23: -2.5%
FY24: -0.8%
FY25: 4.3%
FY26: 4.0%
FY27: 4.9%

Public utility

taxes were the
sixth largest DOR
GF-S source in

FY 2021

Growth
forecast:

FY23: 12.0%
FY24: -2.3%
FY25: 0.4%
FY26: 3.0%
FY27: 2.8%

Taxes on sales
of spirits were
the seventh
largest DOR
GF-S source in
FY 2021
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the number of transactions is expected to fall and price increases
are expected to moderate, bringing a decline in REET receipts of
35.4% in FY 2023 and 6.5% in FY 2024. Growth is then
expected to resume at 6.8% in FY 2025, 3.9% in FY 2026 and
7.6% in FY 2027.

The state use tax was the fifth largest DOR GF-S revenue source
in FY 2022 at 3.0% of total receipts. The state portion of the tax
is 6.5% of the purchase price for items used in the state that
were not subject to the state retail sales tax. Examples of items
subject to the state use tax are goods purchased out-of-state;
online and mail-order purchases, where sales tax was not
collected; or purchases of used vehicles from private individuals.

Use tax collections grew 9.0% in FY 2019, boosted by several
large one-time purchases. Despite strong collections in the first
half of the fiscal year, FY 2020 collections declined by 4.9%.
Collections increased by 16.1% in FY 2021 and 7.4% in FY 2022
due to record high used car sales. Forecasted lower used car
sales bring declines of 2.5% in FY 2023 and 0.8% in FY 2024.
Growth then continues at 4.3% in FY 2025, 4.0% in FY 2026 and
4.9% in FY 2027.

Public utility taxes were the sixth largest DOR source of GF-S
revenue in FY 2022, bringing in 1.6% of total receipts. The tax
applies to the gross income of sales to consumers by public and
privately owned utilities and is in lieu of the B&O tax. The
largest source of public utility taxes is the 3.873% tax on the
distribution and generation of electrical power, followed by the
3.8529% tax on the distribution of natural gas.

Public utility tax receipts grew by 0.3% in FY 2020. The
expiration of a large tax credit plus growth in natural gas and
electricity use increased collections by 4.2% in FY 2021. The
resumption of business activities plus increases in utility prices is
forecasted boosted growth to 16.3% in FY 2022. Further
increases in utility prices, led by increased prices for natural gas,
is expected to bring growth of 12.0% in FY 2023. Natural gas
prices are then expected to decrease, causing collections to
decrease by 2.3% in FY 2024 before growing by 0.4% in FY
2025, 3.0% in FY 2026 and 2.8% in FY 2027.

State taxes on sales of spirits were the seventh largest DOR GF-
S revenue source in FY 2022 at 1.2% of total receipts. Spirits
sales are taxed by both volume and price. The total tax rate by
volume is $3.7708 per liter. Liter tax receipts are deposited
wholly into the GF-S. The price-based spirits tax is split between
the GF-S (65% of receipts) and the Liquor Excise Tax fund (35%
of receipts). The overall tax rate on sales to consumers is 20.5%
of the sales price and the overall rate on sales to restaurant
licensees is 13.7%.
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Sprits tax

growth Total tax collections on spirits sales grew 5.2% in FY 2019.

forecast: During the pandemic, spirit sales increased, with total tax
collections growing by 8.2% FY 2020 and 9.9% in FY 2021.

FY23: ‘1-93/0 Collections increased a further 1.8% in FY 2022 but are expected

Egg 8'2(;2 to decrease by 1.9% in FY 2023 as the pandemic fades.

FY26; 0:9% Collections are forecasted to increase by 0.2% in FY 2024, 0.6%

FY27: 1.5% in FY 2025, 0.9% in FY 2026 and 1.5% in FY 2027.

The cigarette The state tax on cigarettes was the eighth largest DOR GF-S

tax was the revenue source in FY 2022 at 1.0% of total receipts. Prior to FY

eighth largest 2010, the tax made up a much smaller portion of GF-S revenue

DOR GF-S because much of the tax was dedicated to non-GF-S accounts.

source in FY In FY 2010, all of the tax except the portion dedicated to the

2021 Education Legacy Trust account was redirected to the GF-S, and
in FY 2011 all of the cigarette tax was redirected to the GF-S.
The current tax rate, which took effect May 1, 2010, is $3.025
per pack of 20 cigarettes.

Cigarette tax The total number of taxed cigarettes has been on a downward

growth trend due to a continuing decline in the number of smokers.

forecast: Recently, the rate of decline has increased. Collections

. decreased by 3.3% in FY 2019 after decreasing by 5.4% in FY

FY23: -5.7% . . .

FY24- -1.5% 2018. The decrease in collections accelerated to 6.0% in FY

FY25: -3.8% 2020, partially due to a state increase in the legal age to

FY26: -3.2% purchase cigarettes from 18 to 21 that took effect on January 1,

EY27: -3.0% 2020. Collections declined 2.4% in FY 2021 and 2.1% in FY

2022. Collections are now expected to decline by 5.7% in FY
2023, 1.5% in FY 2024 and 3.8% in FY 2025. Collections are
expected to decline by 3.2% in FY 2026 and 3.0% in FY 2027.

Forecasted Revenue from Cannabis-Related Sales

Initiative 502, approved by voters in the November 2012

Sales of election, legalized the sale and use of recreational cannabis and

cannabis cannabis products in Washington. The first legal sales of

produc_ts n cannabis products in state-licensed stores occurred in July 2014.

state-licensed . . . . .

stores began During the 2015 regqlar and special sessions, legislation was

in July 2014 passed that substantially altered the market rules set up by the
initiative. 2SSB 5052, passed during the regular session,
brought previously unregulated medical marijuana dispensaries
into the same regulatory regime as licensed recreational
cannabis outlets. This legislation was outlined in our June 2015
forecast publication. After the June 2015 forecast, 2E2SHB
2136, passed in the second special session, changed the
cannabis excise tax from a 25 percent tax collected from
growers, processors and retailers to a 37 percent tax on retail
sales only. The law also made changes to the distribution of tax
and fee revenue. Cannabis taxes and license fees are collected
by the Liquor and Cannabis Board (LCB) and are placed into a
dedicated fund with annual appropriations to various other
accounts including the GF-S.

Chapter 3 Page 51



Change in GF-S
forecast of total
cannabis-
related revenue
by biennium

(millions):

21-23: -$2.8
23-25: -$3.7
25-27: -$4.8

Distributions of cannabis excise taxes to the GF-S totaled $15.3
million in the 2013-15 biennium and $147.6 million in the 2015-
17 biennium. GF-S distributions were $248.9 million in the
2017-19 biennium and $361.0 million in the 2019-21 biennium.
The forecast of GF-S distributions for the 2021-23 biennium has
been decreased $2.8 million to $332.7 million and the forecast
for the 2023-25 biennium has been decreased $3.7 million to
$337.1 million. The forecast of GF-S distributions for the 2025-
27 biennium has been decreased $4.8 million to $358.3 million.
Details of the forecasted distributions from the account can be
found in Table 3.18.

The Office of Financial Management (Other Agencies)

Forecast
change by
biennium
(millions):

21-23: -$17.8
23-25: $15.5
25-27: $12.6

The Office of Financial Management (OFM) is responsible for
preparing General Fund-State revenue and transfer forecasts for
all agencies excluding the Department of Revenue, the Liquor
and Cannabis Board, the Insurance Commissioner, the
Washington State Lottery, and the State Treasurer. The Office’s
forecast for the 2021-23 biennium was decreased $17.8 million
to $98.9 million, mainly due to lower-than-expected transfers of
funds from the multimodal account to the GF-S for electric
vehicle incentives in FY 2022. The forecast of revenue for the
2023-25 biennium was increased $15.5 million to $2.7 million
and the forecast for the 2025-27 biennium was increased $12.6
million to -$97.6 million due to updated forecast modeling. The
negative number for the 2025-27 biennium indicates that more
funds will be transferred out of the GF-S by the agencies
overseen by the OFM than will be transferred into the GF-S from
those agencies.

State Treasurer

Forecast
change by
biennium
(millions):

21-23: $39.3
23-25: $73.5
25-27: $45.4

The Office of the State Treasurer generates GF-S revenue by
investing state short-term cash reserves. The forecast of GF-S
revenue for the 2021-23 biennium has been increased $39.3
million to $177.3 million and the forecast of revenue for the
2023-25 biennium has been increased $73.5 million to $274.6
million. The forecast of GF-S revenue for the 2025-27 biennium
has been increased $45.4 million to $221.4 million. The
increases were mainly due to a forecasted rise in interest rates.

Insurance Commissioner

Forecast change

by biennium
(millions):

21-23: $0.8

23-25: -$19.0
25-27: -$28.6

Chapter 3

The Office of the Insurance Commissioner collects premium taxes
on most classes of insurance sold in Washington State. These

taxes are distributed to the GF-S and various accounts in support
of fire services. The forecast of GF-S revenue for the 2021-23

biennium has been increased $0.8 million to $1,566.1 million and
the forecast for the 2023-25 biennium has been decreased $19.0
million to $1,593.5 million. The forecast of GF-S revenue for the
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2025-27 biennium has been decreased $28.6 million to $1,659.8
million.

Liquor and Cannabis Board

The Liquor and Cannabis Board (LCB) collects fees from

Forecast distributors and retailers on sales of spirits and surtaxes on sales
change by . . .
biennium of beer and wine (sales and liter taxes on sprits are collected by
(millions): the DOR). The LCB is also responsible for the collection of excise
taxes and fees associated with the legalized sale and use of
21-23: $12.2 recreational and medicinal cannabis discussed previously. The
23-25: -$0.3 forecast of GF-S distributions for the 2021-23 biennium has been
25-27: -$2.7 increased $12.2 million to $670.7 million due to recent transfers

above the previously forecasted amounts. The forecast for the
2023-25 biennium has been decreased $0.3 million to $676.4
million and the forecast of GF-S distributions for the 2025-27
biennium has been decreased $2.7 million to $704.3 million.

Lottery Commission

GF-S forecast While most of the proceeds from sales of lottery games go to the
Ehang_e by Washington Opportunity Pathways Account (OPA), distributions
(r's:l]l?c')l;g_ are also made to the Problem Gambling and Economic

’ Development accounts. Details of the forecast of the distribution
21-23: $0.1 of Lottery earnings can be found in Table 3.15 on a cash basis
23-25: $0.9 and Table 3.16 on a GAAP basis. When total profits from all
25-27: $1.0 Washington-only games plus the Powerball game exceed $102

million per year, the amount above $102 million is transferred to
the GF-S. The forecast of GF-S transfers for the 2021-23
biennium has been increased $0.1 million to $62.1 million and
the forecast for the 2023-25 biennium has been increased $0.9
million to $58.1 million. The forecast of GF-S transfers for the
2025-27 biennium is has been increased $1.0 million to $59.7
million.

Washington Court System

Forecast change The GF-S receives surcharges on certain filing fees, fines, and

by biennium infraction penalties collected by the Washington court system.

(millions): This revenue is transferred to the GF-S on a monthly basis. The
forecast of GF-S transfers for the 2021-23 biennium has been

gé'gg 'ié'g decreased $1.6 million to $79.3 million and the forecast for the
25-27: $3.2 2023-25 biennium has been decreased $3.3 million to $68.8

million. The forecast of transfers for the 2025-27 biennium has
been reduced $3.2 million to $64.8 million.

The Relationship between the Cash and GAAP General Fund-
State Revenue Forecasts

Legislation enacted in 1987 requires that the state’s biennial
budget be in conformance with Generally Accepted Accounting
Principles (GAAP). It also requires a GF-S revenue forecast on

Chapter 3 Page 53



both a cash and GAAP basis. The GAAP forecasts of GF-S

GAAP forecasts revenue for the 2017-19 and 2019-21 biennia are presented in
are based on Tables 3.6 and 3.8 and the GAAP forecast of Lottery revenue
the period in transfers for those biennia is in Table 3.15. The primary
\;\Q/'g::ut:i difference between the cash and GAAP forecasts is the timing of

earned rather the receipt of revenue. On a GAAP basis, revenue is credited to

than received the biennium in which it is earned even though it may not have
been received. The cash forecast, on the other hand, reflects
expected cash receipts during a fiscal period. The forecast on a
GAAP, or accrual, basis is primarily used for financial reporting.
The cash forecast is used for cash flow management and revenue
tracking. The cash forecast is also the forecast used in the
state’s budgetary balance sheet, which is the principal tool for
assessing the General Fund’s current surplus or deficit position.
References to the GF-S forecast in the text of this chapter refer
to the cash forecast unless otherwise noted. Likewise, figures
from revenue tables other than Tables 3.6, 3.8 and 3.16 are
projected on a cash basis.

Alternative Forecasts for the 2021-23 and 2023-25 Biennia

Optimistic Chapter 2 outlines optimistic and pessimistic economic scenarios
scenario relative to the baseline economic forecast. The forecast assigns
(billions): a probability of 50% to the baseline forecast, 15% to the
optimistic scenario and 35% to the pessimistic scenario. The
21-23: +$1.46 revenue implications of these alternative scenarios for the 2021-

23-25: +$4.56 23 biennium are shown in Table 3.13 and those of the 2023-25
biennium are shown in Table 3.14. For the 2021-23 biennium,
the optimistic forecast generates $61.689 billion in GF-S

Pessimistic L . .
scenario revenue, $1.455 billion (2.4%) more than the baseline scenario,
(billions): while the pessimistic forecast produces $58.567 billion in
revenue, $1.668 billion (2.8%) less than the baseline. For the
21-23: -$1.67 2021-23 biennium, the optimistic forecast generates $66.845
23-25: -$5.57 billion in GF-S revenue, $4.562 billion (7.3%) more than the

baseline scenario, while the pessimistic forecast produces
$56.712 billion in revenue, $5.571 billion (8.9%) less than the
baseline.

Washington Opportunity Pathways Account

OPA forecast The Washington Opportunity Pathways Account (OPA) receives
;hang,e by all profits (excluding statutory transfers) from Washington-only
iennium

lottery games plus all profits from the Mega Millions game. The

(millions): forecast of OPA revenue for the 2021-23 biennium has been
21-23: $18.2 increased $18.2 million to $360.1 million due to higher-than-
23-25: -$7.7 expected FY 2022 transfers. The forecast of OPA revenue for the
25-27: -$7.2 2023-25 biennium has been decreased $7.7 million to $346.9

million and the forecast for the 2025-27 biennium has been
decreased $7.2 million to $349.4 million.
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Education Legacy Trust Account

The Education Legacy Trust Account (ELTA) was created in the

ELTA forecast . . . . . L .
2005 legislative session, with revenue collection beginning in FY

change by

biennium 2006. Funds from the account may only be used for support of

(millions): the common schools, expanding access to higher education
through funding for new enrollments and financial aid, and other

21-23: $26.8 educational improvement efforts. The ELTA is primarily funded

23-25: -$17.8 by a tax on estates of over $2 million. Legislation from the 2013

25-27: $8.0 special session, however, added revenue from public utility and

real estate excise taxes (REET), which had previously gone into
non-GF-S accounts. Subsequent legislation also added revenue
from solid waste taxes from FY 2016 — FY 2023 and a transfer of
$935 million from the additional property tax levy to the account
in FY 2019. Forecasted revenue was further increased in the
2021 legislative session by ESSB 5096, which establishes a tax
on certain transactions that produce capital gains above
$250,000. The forecast of ELTA revenue has been increased by
$26.8 million for the 2021-23 biennium due to higher-than-
expected estate tax receipts. The forecast has been reduced by
$17.8 million for the 2023-25 biennium, mainly due to reduced
REET receipts, but increased by $8.0 million for the 2025-27
biennium due to a forecasted recovery in REET activity and
increased capital gains tax collections. Forecasted ELTA receipts
are now $1,849.1 million for the 2021-23 biennium, $2,087.0
million for the 2023-25 biennium and $2,331.5 million for the
2025-27 biennium.

Workforce Education Investment Account

WEIA forecast The Workforce Education Investment Account (WEIA) was

change by created in the 2019 legislative session. The account, the

biennium purpose of which is to help fund the state’s higher education

(millions): system and student loans, was originally funded by a surcharge
on specific industries that benefitted from an educated

gé‘gg ‘ii-g workforce. This tax was scheduled to take effect on January 1,

2020, and the Economic and Revenue Forecast Council was later
tasked with forecasting revenue generated for the account.
ESSB 6492, passed in early February of the 2020 legislative
session, retroactively eliminated the existing surcharge and
replaced it with a simplified version that is effective April 1,
2020. The simplified surcharge applies to businesses with gross
taxable activity under the “services and other activities” category
of $1 million or more (with some nonprofit and other businesses
exempt). In addition to this surcharge, which equals 0.25% of
gross taxable income, another surcharge is applied to a group of
“select advanced computing businesses,” and is paid quarterly.
The forecast of WEIA revenue has been decreased by $18.8
million in the 2021-23 biennium, $21.5 million in the 2023-25
biennium and $17.7 million in the 2025-27 biennium. The
forecast reductions were mainly due to recent collections falling
short of the June projections but also due to lower forecasted
state personal income. WEIA revenue is now forecasted at

25-27: -$17.7
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$746.8 million in the 2021-23 biennium, $787.3 million in the
2023-25 biennium and $833.6 million in the 2025-27 biennium.
The WEIA forecast by fiscal year is presented in Table 3.19.

Budgetary Balance Sheet for the 2021-23 Biennium

The forecast
implies total
reserves of
$4.533
billion at the
end of the
2021-23
biennium for
GF-S, ELTA,
OPA and
WEIA

Chapter 3

Table 3.12 shows the budgetary balance sheet for the 2021-23
biennium as prepared by the Office of Financial Management and
the House and Senate fiscal committees. The balance sheet
shows not only projected GF-S spending and resources but also
total projected spending and resources for the GF-S plus the
other main non-transportation state-funded accounts: the
Education Legacy Trust Account (ELTA), the Washington
Opportunity Pathways Account (OPA) and the Workforce
Education Investment Account (WEIA). As shown in the table,
the GF-S beginning fund balance for the 2021-23 biennium was
$3,673.7 million and the total beginning balance for GF-S, ELTA,
OPA and WEIA combined was $4,160.7 million. Based on the
current enacted budget, the balance sheet projects total GF-S
reserves of $4,288.8 million at the end for the 2021-23 biennium
and total reserves for the GF-S, ELTA, OPA and WEIA accounts of
$4,532.9 million.

Page 56


































































































































































	Cover
	Preface
	Table of Contents
	List of Tables
	List of Figures
	Executive Summary
	Chapter 1: U. S. Economy - Current Conditions and Forecast
	Chapter 2: Washington Economy - Current Conditions and Forecast
	Chapter 3: Washington State Revenue Forecast Summary
	Appendix: Detail Components of the Washington State Economic and Revenue Forecast
	Glossary



